billion in interLATA retail revenue is likely to exceed the extra $1.05 billion profit from increased
access minutes. For the ranking to be reversed, two things would have to hold: (a) typical IXC costs
of providing interLATA services would have to be high relative to revenues; and (b) the BOCs’ cost
of providing interLATA retail services would have to be not significantly lower than those of a typical
IXC. Condition (a) contradicts claims of certain BOC experts (such as Professor MacAvoy) that
IXCs earn enormous profits; condition (b) contradicts BOC claims that their entry would realize
substantial economies of scope from joint provision of local and interLATA services. Thus, if the
BOCs’ increased profit hinged primarily on expanded access usage, the implied conditions would
undermine other BOC arguments for the great benefits that their interLATA entry would deliver.
However, I believe that, even today, profit from BOC interLATA entry would come mainly from
interLATA retail revenues. More importantly, looking ahead the profit contribution from BOC
interL.aTA retail revenues is likely to outweigh considerably the additional profit from expanded
access minutes. This is because the FCC’s Access Charge Reform Order will reduce usage sensitive
(i.e., per minute) access charges substantially over the coming years **

74.  The key point in stressing that the bulk of BOC interLATA profits are likely to come from
retail revenues rather than from increased access minutes is this: an increase in BOCs’ share of
interL ATA revenues might be achieved largely by diverting output away from IXCs not by expanding
industry output. Therefore, it need not hinge on reducing industry price significantly; and hence a

BOC may not have strong incentives to cut interLATA prices.”

billion.

* For example, see the May 8, 1997, presentation of Professor Joseph Farrell, at that time Chief
Economist at the Commission. Average usage-sensitive charges affected by the Order were predicted to fall
from 2.8 cents per minute at each end of an interstate call to approximately 1.2 cents per minute at the
terminating and approximately .4 cents per minute at the originating end by January 1, 1999.

7 Indeed, if a BOC could capture a sufficient share of the interLATA market without cutting price, it
would seek a higher price than prevailing today. This follows from the earlier discussion showing that an
integrated monopolist’s preferred long-distance price cxceeds the current average interLATA price.
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2. Disrupting an Allegedly Non-Competitive InterLATA Oligopoly

75.  The extent of price reductions (if any) following BOC entry will depend on the competitive
interactions in the interLATA market. One view offered by Bell affiants is that IXC’s are tacitly
colluding to some degree. This view has been espoused repeatedly by Professor Paul MacAvoy. The
hypothesis of perfect collusion is inconsistent with estimates of long-distance demand elasticity of 0.7,
that is, significantly less than 1; as noted previously, a perfect cartel in such case would have raised
price in order to increase revenue and profit. However, assuming for the sake of argument that IXCs
are engaging in imperfect tacit collusion, it is not obvious why the addition of one player should
destroy such collusion. An alternative outcome is that [XCs would choose to accommodate the
BOC. Indeed, there is evidence that the BOCs would like to avoid a price war, including the fact that
BellSouth has announced that its prices will be at least 5% below AT&T’s, but has not promised the
15-20% price cuts that Professor Hausman predicts. **

76.  Dr. Crandall and Professor Waverman, while not claiming that IXCs are colluding, argue that
much of IXCs’ currently high margins are being dissipated by wasteful non-price competition such
as advertising, and that BOC entry would reduce margins and therefore also the incentive to engage
in wasteful non-price competition. Putting aside the question of just how much of the non-price
expenditures are truly wasteful as opposed to valuable to consumers, it is again not obvious why
adding a competitor would so drastically alter the nature of competition.”

77. [ am not suggesting that BOC entry will yield no price reductions. I expect price reductions,
and said so in my affidavit. However, the analytical basis for expecting dramatic reductions is weak,
and I therefore believe that any price reductions would be considerably more modest than projected

by some BOC experts such as Professors Hausman or MacAvoy.

# Brief in Support of Application by BellSouth for Provision of In-Region InterLATA Services in South
Carolina, September 30, 1997, at 4, 78.

» Indeed, conceivably even more would be spent on advertising and other forms of non-price competition
in order to “be heard” above the increased noise.



B. Other Reasons Why Estimates of Gains From BOC Entry Are Inflated

78. Professor Hausman’s and Professor MacAvoy’s figures are likely to overstate the benefits for

several important additional reasons, beyond those discussed in Section A above.
1. Not All InterLATA Traffic Originates in BOC Regions

79.  Professor Hausman assumes that BOC entry would bring about a price reduction of about
18% and applies this figure to all interLATA revenues from residential customers. But in 1995 only
77% of all interLATA minutes originated in BOC service areas (Schwartz Affidavit, §31). A BOC’s
impact on interLATA competition is likely to be far less outside its service regions, e.g.. in regions
served by other LECs such as GTE or SNET; moreover, the BOCs already are allowed to offer
interL ATA service originating out-of-region.’® It is therefore inappropriate to extrapolate whatever
interLATA price reduction one expects to emerge in a BOC’s region—about 18% according to
Hausman—also to regions served by non-BOC LECs Making this correction would deflate
Hausman’s projected benefits to consumers by about one quarter—even assuming, counter factually,

that his projected percentage price reduction in region is accurate.”
2. High-Volume Customers Already Enjoy Substantial Competition

80. Second, Professors Hausman and MacAvoy overestimate the scope of the likely price

reduction in BOC regions. Even if BOC entry might plausibly yield price reductions of the order of

0 The fact that BOCs have made remarkably few attempts to enter out of region also casts doubt on
claims by some BOC experts that interLATA markets are so hugely profitable today.

3 It is certainly true that when evaluating the benefits from increased local competition made possible
by a suitable § 271 entry standard one also should focus primarily on BOC regions, not on those served by
other LECs. But my affidavit did not attempt to present quantitative estimates of such gains extrapolated to
all regions, and therefore is not subject to the criticism that I too “over-counted” the benefits from local

competition.



15% to low-volume residential customers that do not participate in IXCs’ discount plans, the majority
of interLATA expenditures are made by higher-volume customers who do participate in discount
plans and for whom competition already is more intense. For example, AT&T already offers 10
cents/minute anytime, anywhere with a relatively low flat monthly fee.”> High-volume residential
customers subscribing to such plans are likely to see considerably smaller price reductions than those

assumed by Professor Hausman.
3. Lessons from the Experiences of SNET and GTE

81.  Extent of price reductions. The significant shares of interLATA residential customers
migrating to SNET and GTE in their regions suggest the potential for welfare gains from BOC
interLATA entry. However, the 17-18% average residential rate reductions predicted by Professor
Hausman based on his interpretation of the SNET and GTE experiences overstates this potential

substantially, for at least two reasons.”

32 A $25-$50/month residential customer on SNET's best rate plan pays 12 cents/minute for anytime,
interstate calling. (The same SNET customer would have paid more in the January 1997 time frame used in
Professor Hausman's affidavit because this favorable rate schedule was not available at the time.) An MCI
customer with the same bill and "anytime" calling plan pattern also pays 12 cents/minute (less on Sundays);
an AT&T customer between pays 11-13 cents/minute. For off-peak calling, Sprint's dime-a-minute rates beat
SNET's rates for all but the largest residential customers (to whom SNET offers a dime-a-minute), and LCI's
9 cents/minute beats both of them.

3 As explained shortly, even the price reductions projected based on the SNET record are exaggerated.
However, Professor Hausman does not offer good support for his claims that GTE has priced competitively
to the same degree as SNET. In fact, available evidence indicates that GTE has not priced aggressively against
the major IXCs, but relied more on its in-region brand name recognition. For example, GTE’s initial entry
pricing strategy was simply to offer volume discounts of 10% off competitors’ basic rates for bills of
$10/month and 25% for bills of at least $25/month. (See Merill Lynch, Telecom Services - Long Distance,
August 12, 1996.) These discounts are comparable to the volume discounts off basic rates that customers
could already get from AT&T. GTE today has only two long distance rate plans: one is the flat rate of 14
cents/minute under Total Call, which is only one cent below AT&T’s 15 cent flat rate, and is above AT&T's
10 cents flat rate and MCI's 12 cent flat rate available to users who meet some basic volume requirements or
pay a monthly fee. The other is the Easy Savings plan, with discounts from AT&T s basic rate for customers
with bills of at least $10/month and 25% for bills of at least $25/month. As noted, such customers can obtain
similar discounts from AT&T.
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82.  First, Professor Hausman selectively focuses on certain relatively high-priced AT&T rate plans
and fails to consider lower rate plans already offered by AT&T and other IXCs. These low rate
plans should induce customers to migrate from the particular, relatively high-priced AT&T schedules
that Professor Hausman selected for his LEC/AT&T rate comparison, even absent the availability of
SNET or GTE interLATA service.>® In fact, for the off-peak callers that make up the bulk of the
residential market, SNET and GTE do not offer the best interLATA rates available in their respective
territories, for any customer calling volume ** For on-peak calling, competing carriers also have
lower rates than GTE for most service levels, while the comparison of their rates with those of
SNET’s is mixed.*®

83. Second, although Hausman's submissions do not state how he weighted the rate schedules that

he does compare, his 17-18% projected average price reduction appears to be based on initial average

prices that are computed by weighting prices in discount and non-discount plans according to the

number of customers in each. This ignores the fact that customers in discount plans tend to be the

heavier users and account for a much higher share of both minutes and total expenditure.

84. This is not to deny that some SNET and GTE customers may well be enjoying better rates

M In his submission in the present BellSouth proceeding, Professor Hausman does mention two of the
more competitive standard AT&T calling plans. However: (a) he only compares the least favorable of these
with SNET rates; (b) he makes the unrealistic assumption that the average call duration is only four minutes
(thereby exaggerating the impact of SNET's shorter billing increments); and (c) he also applies discounts to
the SNET rates that, according to SNET’s customer representative, are not available on that schedule.

¥ As mentioned, GTE’s best off-peak rate plan is a straight 14 cents/minute, anytime rate. For off-peak
callers, AT&T, Sprint, and LCI all offer rates that beat GTE’s by 30-35%. Spnint’s and LCI’s respective off-
peak rates of 10 cents and 9 cents/minute dominate SNET s offers. (Sprint rebates a further 10% off the bill
for customers spending at least $25/month who maintain service for a year.) AT&T’s 10 cents per minute off-
peak rate matches SNET’s.

3 MCI beats SNET's best on-peak offer for customers with lower calling volumes. Sprint's, AT&T's,
and LCT's respective off-peak rates of 10 cents, 10 cents, and 9 cents/minute dominate SNET's offers. (Sprint
rebates a further 10% of the bill for customers that maintain service for a year.) For customers using under $25
per month, MCI's 12 cents/ minute anytime beats SNET's 1S5 cents/minute anytime rate. At calling volumes
over $50 per month, SNET's rates are the best of the major players' standard offers for callers with heavy on
peak use, with the advantage around 10% at $50 per month: less at greater calling volumes. However, SNET's
penetration at high calling volumes is disproportionately small, perhaps because of the competitive importance
of IXCs' promotional calling plans oftfering very substantial additional savings at these calling volumes.
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as a result of interLATA entry by these LECs. A likely benefit of in-region interLATA entry by the
incumbent LEC is its marketing access to its broad customer base. Incumbent LECs that marketed
attractive interLATA rates would over time win some customers from incumbent IXCs, improving
these customers' welfare directly.  Indirectly, such ILEC offers ultimately would be a factor in
inducing incumbent IXCs to improve their own offers or speed up the penetration of their more
attractive current calling plans among their customer base However, these effects are not measured
well by Professor Hausman's comparisons; he does not distinguish the effect of ILEC entry from the

effects of rate schedules already on the market.

85.  Increased competition even absent BOC entry. Competition has been increasing in long-
distance services to a significant extent even in the absence of BOC entry. AT&T's market share
erosion has accelerated over the over the past 3 years as MCI, WorldCom, and particularly the
smaller carriers have gained market share.” AT&T and its rivals have introduced residential rate
plans that have reduced generally available rates.® Various Wall Street analysts refer to long-distance
service as becoming increasingly a “commodity,” and cite increased competitive pressures from
resellers and smaller carriers.’® Thus, it is misleading to argue that prices with BOC entry would be

lower than without it by about 15-20% in steady state * Rather, BOC entry would accelerate and

7 See FCC “Long Distance Market Shares " Chart 2 and preceding tables, October 10 1997,

3 Nonpromotional plans available to all residential customers include One Rate Plus ($4.95 per month
plus 10 cents/minute, anytime [AT&T]); Simple Rate (10 cents/minute, 7pm-7am, weekends; 25 cents/ minute,
Tam-7pm [AT&TY)), MCI One Rate Plan (12 cents/minute, anytime, for customers using more than $15 a
month, and 15 cents/minute, anytime, for smaller customers; 5 cents/minute on Sundays for both type of
customers); Sprint Sense (10 cents/minute, 7pm-7am, weekends; 25 cents/minute, 7am-7pm), The LCI
Difference ($3 per month, waived if the bill is more than $15: 9 cents/minute, 7pm-7am, weekends; 15
cents/minute, 7am-7pm).

3 See, for example, Merrill Lynch, Telecom Services - Long Distance, 12 August, 1996.

a0 For example, Professor MacAvoy lists “conservative” estimates of annual consumer benefits in
Michigan of $0.4 billion ($1.9 billion for all of Ameritech’s region) and puts the present value of this benefit
stream at $5.5 billion ($23 billion for all region). This presumes that BOC entry gives a permanent increase
in competition, as opposed to merely accelerating its evolution, as it presumes that consumers would get an
additional $0.4 billion each year with Ameritech entry than without it (MacAvoy Michigan Reply Affidavit,
July 2, 1997 p. 5).



perhaps deepen the already intensifying competition. Barring consolidation, this competition would
bring interLATA prices lower even without BOC entry The added reduction in prices that hinges

on BOC entry is therefore likely to diminish over time.

. CONCLUSION

86. My purpose in this affidavit is not to engage in skirmishes over quantification of the exact
benefits and costs of BOC entry, an exercise that I view as quite speculative. Rather, my purpose is
twofold. First, [ want to suggest—based on the analysis of Part [—that there is a broad range of
plausible assumptions under which the gains from increasea local competition will comfortably
outweigh any likely loss due to delayed BOC interLATA entry. Second, I want to identify the
numerous and serious exaggerations in some of the figures that have been touted.

87.  The Section 271 entry authority is a key, if not the key, tool for prying open local markets.
Therefore, it is also the key to ensuring that all providers are able to compete on an equal footing
in offering integrated services that require the now-monopolized local inputs and services. The
Department of Justice’s Open Local Market Standard strikes a good balance between the costs and
benefits of delaying BOC entry as needed to accomplish the competition goals of the
Telecommunications Act, and is likely to accelerate considerably the development of competition in
local and in integrated services compared with a more lax standard. It need not impose an onerous
delay in BOC entry. And it ultimately will result in less intrusive regulation than would a policy that
authorizes BOC entry prior to full implementation of the main new systems required for local

competition and instead counts on regulators to disentangle the mess later.
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I hereby swear, under penalty of perjury, that the foregoing is true to the best of my knoweledge

and belief.

Marius Schwartz

Subscribed and worn before me this —3___ day of Jv 1997.

Do oo~

Notary Public
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AFFIDAVIT OF MICHAEL ]J. FRIDUSS
ON BEHALF OF THE
U.S. DEPARTMENT OF JUSTICE

I.  PROFESSIONAL BACKGROUND

1. My name is Michael J. Friduss. My business address is 1555 Museum Drive, Highland
Park. [L 60035. I am an independent consultant working with C.A. Hempfling & Associates, Inc..
under contract with the Antitrust Division of the United States Department of Justice.

2. Ireceived a Bachelor of Science degree in Industrial Engineering from the [llinois Institute
of Technology in 1964 and a Masters degree in Management from Northwestern University in
1971.

3. I began my telecommunications career in 1964 as a Management Assistant for [llinois Bell
Telephone Company (“Illinois Bell™). In this capacity. I filled a variety of non-management and
management positions designed to familiarize me with all departments of the company.

4. From 1966 to 1969, | was a Manager in lllinois Bell’s Plant Department. In this capacity, |
supervised installation or repair operations in three different territories on the South side of Chicago.

5. In 1969, 1 was promoted to District Engineeriiig Manager, responsible for the engineering
and design of outside plant, also on Chicago’s South side. In 1970, I was appointed District Plant
Manager, responsible for installation and repair activities in Chicago’s Hyde Park area. During my
tenure in Hyde Park, I also headed an Operation Review team that assessed the quality and cost
performance of each district in Chicago Operations.

6. [ was promoted to Division Manager—Corporate Planning at AT&T in New York in 1973
and served through 1975. In this capacity, [ headed a small group responsible for the study of the
telecommunications interexchange industry at that time and what AT&T’s future strategy should be
in that segment of the industry.

7. In 1975, I returned to Illinois Bell as Division Plant Manager, responsible for installations
and repair in the South suburban area. In 1978, I was named Division Manager—Corporate

Planning for the company, responsible for lllinois Bell’s planning and operations budgeting,



including operations planning for the implementation of the FCC’s Computer Inquiry I and
divestiture.

8. In 1983, 1 was promoted to General Manager-Distribution Services, responsible for Illinois
Bell’s outside operations, construction, and engineering. In this capacity, I supervised 7.000
employees and a budget of $500 million.

9. In 1986, 1 was promoted to Vice President—Personnel and Support Services for Michigan
Bell and in 1989 was named Vice President-Customer Sales and Service for the same company. In
the latter role, I was chief operating officer of a company and a member of the Board of Directors.
with responsibility for operations and sales, including 11,000 employees and expenditures in excess
of $1 billion.

10. In 1992, [ returned to Ameritech Services as Vice President—Customer Service and
Information Technology, responsible for the strategic and tactical direction of Ameritech’s customer
service and operations, as well as planning, building. and maintaining high quality and efficient
computer systems (chief information officer). I retired from this position in 1993.

11. Inlate 1993, I formed MJ Friduss & Associates, consultants to the telecommunications
industry. Our clients are carriers, primarily current and new local service providers, and small to
medium-sized companies that provide hardware, software. and operating systems to those service
providers. We are currently working with a number of firms in the areas of strategic planning,
marketing, operations, customner services, and supplier management.

12. Additionally, I am Editor of the Friduss Report, a newsletter focused on carrier
procurement processes.

II. SCOPE OF ASSIGNMENT

13. Thave been asked by the Antitrust Division of the United States Department of Justice for
my opinion regarding the appropriateness and comprehensiveness of the performance measures
BellSouth proposes to provide to competitors and regulators. In particular, I have been asked
whether these performance measures will reasonably depict the performance of wholesale functions

BellSouth is obligated to perform pursuant to the competitive checklist of section 271 of the
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Communications Act of 1934 (as amended by the Telecommunications Act of 1996) and whether

such measures will enable competitors and regulators to determine both the adequacy of BellSouth’s

performance and the parity of such performance when compared to BellSouth’s retail operation.

14. The primary source upon which I relied for my analysis is BellSouth’s section 271

application for South Carolina. I generally reviewed the application for any discussion of

performance measures. Additionally, I have reviewed:

The FCC’s Quality of Service report, which summarizes quality of service based on data
submitted by the Bell Operating Companies (BOCs), GTE, and Sprint.

BellSouth’s application, including a Statement of Generally Available Terms (SGAT).
before the South Carolina Public Service Commission (SCPSC) to provide interLATA
telephone service in South Carolina.

Testimony before the SCPSC related to BellSouth’s application for entry into the
inteTLATA toll market in South Carolina.

The Telecommunications Act of 1966 (1996 Act).

Interconnection agreements between the BOC and competitive local exchange carriers
(CLECS) in South Carolina.

Performance measure proposals by other BOCs, as well as proposals by several CLECs.
The LCI/Comptel Petition for Expedited Rulemaking to Establish Reporting
Requirements and Performance and Technical Standards for Operations Support Systems.
My affidavit in connection with SBC Communication’s Section 271 application for
Oklahoma.

The FCC’s Opinion and Order on Ameritech’s Section 271 application for Michigan.

15. Thave also attended meetings with BellSouth and several CLECs interconnecting with or

negotiating to interconnect with BellSouth.

16. Additionally, I have reviewed performance measures proposed by other BOCs in various

proceedings in other states.



17. Finally, in reviewing BellSouth’s proposals. | have drawn upon my significant experience
with quality performance standards. As a telephone company line manager and officer, my
performance was judged, in part, by how well I met customer service objectives. Further, as a staff
manager. | had responsibility for the development and implementation of quality performance
standards.

III. PERFORMANCE MEASURES AND THEIR ROLE

18. The 1996 Act obligates incumbent local exchange carriers (ILECs), and thus BOCs, to
provide requesting carriers with interconnection, access to unbundled network elements, and resale
services. In fulfilling these obligations, BOCs will perform a variety of wholesale functions for
competitors, many of which BOCs also perform in providing retail services. Some of these
functions, however, will be new.

19. The ability to detect discrimination in the performance of these functions is dependent on
the establishment of performance measures that will allow competitors and regulators to measure
BOC performance. Thus, the development of appropriate measures is critical to establishing that the
local market is a level playing field in the context of the 1996 Act. Further, on an ongoing basis, the
measures must be able to assure that the local market remains open and that any BOC backsliding
will be detected.

20. Performance measures, then, serve as criteria for indicating performance, including the
performance of wholesale functions. Performance measures enable competitors and regulators to
compare a BOC’s performance of a function with that provided to a BOC’s retail customer or make
an assessment of such function in the abstract. For example, to measure how well a BOC performs
the functions of provisioning resold local service, we can define a performance measure—"average
service provisioning interval”’~and use it to describe the BOC’s performance and to compare it to the
BOC’s retail performance of the same function. In general, performance measures are used to
determine quality, measuring how long an activity takes to complete (cycle time) and how well the

activity is performed (reliability).



21. A performance measure may include an objective or target, such as the cycle-time
measure “five days to complete an order,” where overall the measure is a percentage of orders
meeting or not meeting the target. A performance measure can also encompass a raw time interval,
such as the average number of days to complete resale orders. In neither case, however, does the
outcome of the measure—the percentage or cycle time—itself indicate “*good” performance or “*bad™
performance. Thus, performance measures themselves are not the barometers of performance, but
rather the yardsticks with which to measure such performance. Accordingly, my review is limited to
the sufficiency of BellSouth’s performance measures rather than the sufficiency of its performance.

22. The most competitively significant, and thus the highest-priority performance measures
should be those that describe the end-to-end quality of service from the customer’s viewpoint.
Studies over the years have identified performance measures that correlate highly with the
customer s perceptions of service quality, such as the percentage of repeat reports of trouble, while
others have a lower correlation.

23. Finally, while performance measures are generally easy to identify, there is no universally
accepted definition of what a measure proposes to reveal or specifically how to gather the necessary
data that comprises the measure. For example, cycle-time performance measures are dependent on
the specific definition of start and stop times, while reliability measures are dependant on the specific
definition of what constitutes a failure. This affidavit does not attempt to specify these definitions.
However, it is critical that BellSouth and interconnecting CLECs do so to ensure useful results. |
have assumed that all parties will commit to reporting results that reflect the spirit, as well as the
paper definition, of a performance measure. For example, in measuring the level of missed
appointments, the result should be measured against the customer-requested due date; due date
changes should only be considered where explicitly requested by the end user or explicitly agreed to
by BellSouth and a CLEC.

24. Asisdiscussed more fully below, my review of BellSouth’s proposed performance
measures includes an assessment of (1) the scope of the functions measured; (2) the specific

definitions of the measures; (3) the value and applicability of the measures through the appropriate
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disaggregation of functions, markets, and products; (4) the stability of the measures: (5) the
scaleability of the measures; and (6) whether the proposed measures will allow CLECs and
regulators to compare BellSouth’s wholesale and retail performance of the functions measured.

A. BOC PERFORMANCE MEASURES TO DATE

25. Over the past 120 years, telephone companies have developed extensive measures of
customer service. These performance measures have generally served two purposes: (1) to allow
for the comparison of performance between managers, territories, organizations, and companies, and
(2) to provide regulators with indicators of potential problems. These measures cover all areas of
customer-affecting performance, including customer care. provisioning, repatr, billing, and network
maintenance. Regulatory requirements notwithstanding, these performance measures comprise a
key indicator of management success. Objectives are set. data is gathered. reports are published, and
results become part of the corporate, organizational, and individual success determination.

26. Using performance measures, most state public utility commissions require achievement
of certain levels or standards of performance for customer service. For example, the SCPSC
requires results reported for the following:

*  Trouble reports per hundred access lines

+  Customer out of service trouble clearing times

*  Held orders over 30 days

*  Percentage of service orders for installations and reinstallations completed within five

working days.

*  Percentage commitments fulfilled (missed appointments)

*  Trunk failure rates

*  Loop transmission measures:

*  DCline current
+  Circuit loss
»  Circuit noise

. Power influence



«  Balance
»  Dialtone delay
«  Toll and operator assistance call answer time
+  Repair service answer time
27. The FCC requires the BOCs, GTE, and Sprint to submit quality-of-service data that is
summarized annually in a report entitled “Quality of Service for the Local Operating Companies
Aggregated to the Holding Company Level.” Without specifying particular levels, the report

includes the following performance measures:

+  Percentof installation appointments met

«  Average missed installation in days

»  Average repair interval

«  Initial trouble reports per 1000 access lines

+  Troubles found per 1000 access lines

+  Repeattrouble as a percent of initial trouble reports

+  Complaints per million access lines

»  Switches withdowntime

»  Average switch downtime in seconds per switch

»  Unscheduled downtime over 2 minutes per occurrence

»  Scheduled downtime over 2 minutes per occurrence

+  Trunk groups with blocking as a percent of total trunk groups

28. Thus, to date local exchange providers have reported on a significant list of measures of
their retail performance. Given the new wholesale role imposed on ILECs by the 1996 Act and the
many new functions to be performed in that role, some new performance measures will be required
to both accurately describe existing performance and depict performance of new functions.

B. PARITY VERSUS ADEQUACY PERFORMANCE MEASURES

29. Under the wholesale/retail model imposed on ILECs by the 1996 Act, there are two

categories of measurements used to depict ILEC performance of a particular function: parity
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performance measurements and adequacy performance measurements. When a BOC's performance
of certain functions for its retail units or “end user’” customers is identical or analogous to the
performance of those functions for competitors or their customers, parity performance measures
apply. Parity performance measures are used to juxtapose performance results, such as comparing
trouble report rates of a BOC’s customers with those of a competitor’s customers. Thus, parity
performance measures are used for “apples-to-apples” comparisons and are most often applied in the
resale environment, where the functions a BOC performs for a competitor’s customers are almost
identical to those performed for its own retail customers.

30. In contrast, adequacy performance measures facilitate the establishment of an objective or
target pertaining to functions a BOC either (1) performs only for competitors, or (2) performs for
competitors in a2 manner sufficiently different from that performed for the BOC itself such that a
comparison is meaningless or unhelpful. Thus, adequacy pertormance measures apply in “apples-
to-oranges’” comparisons and facilitate a determination of whether CLECs are afforded a meaningful
opportunity to compete. Adequacy measures apply primarily in the UNE environment.

C. MARKET AND PRODUCT DISAGGREGATION OF
PARITY PERFORMANCE MEASURES

31. Meaningfuldeterminations of parity performance require “apples-to-apples” comparisons
of the functions performed by a BOC. Where, for example, the same function is performed by
different personnel, with different facilities, or for different customer classes or products, more
refined comparisons are required. Thus, for example, the function of installing POTS service for
consumer and business customers may be identical, but because business customers may be more
sensitive to installation delays, a meaningful comparison may require juxtaposition of only business
customer installation intervals.

32. There are two general categories of such further disaggregation. First, market parity refers
to equality between appropriate customer groups. Customer groups may be broken out
geographically or by class of service. Geographic market parity means comparing CLEC results to

BOC results within the geography the CLEC has chosen to offer service. For example, if a CLEC



offers resale service only in city A, a meaningful comparison may require the BOC to provide their
retail results only for city A.

33. Class of service market parity means comparing CLEC results to BOC results within the
classes of service the CLEC has chosen to offer. For example, if a CLEC offers service to small-
business end users only, for purposes of comparison a BOC may have to provide its retail results for
such small-business users.

34. A second category of disaggregation is product parity. Where the provision of different
products to the same or different customer group requires use of different facilities, personnel, and so
forth, meaningful parity comparisons may require disaggregation of performance results by the
products offered by a CLEC. Product groups may further be broken out both by wholesale category
and by specific products offered to end users. Wholesale categories include resale, UNE (possibly
further broken out by loop-only, UNE combinations. and so forth), and facilities-based.
Performance measures are required for each wholesale category. Specific products offered to end
users include POTS, HICAP, Subrate, ISDN, or Centrex. For example, if a CLEC chooses to offer
ISDN, a BOC could provide performance measurements that would allow for a comparison with
their own ISDN retail product.

D. REPORTING REQUIREMENTS

35. Once appropriate performance measures have been agreed to and the data gathered, the
results must be formatted into reports and provided to CLECs and regulators. My review will
include proposed report formats, report frequency, the appropriateness of result comparisons, report
accuracy and completeness, and the availability of raw data.

36. Report format relates to how performance measure results are presented. Are they
presented in tabular or graphical form? Are they readable and understandable? Can a CLEC or
regulator determine whether parity has been achieved? Report frequency relates to how often
reports will be provided. Report accuracy and completeness relate to the statistical validity of the
proposed data. Appropriateness of result comparisons relates to the entities for which the data will

be provided: BOC retail? BOC sutsidiaries? the CLEC? all CLECs? other?
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IV. OVERVIEW OF BOC WHOLESALE FUNCTIONS

37. Itis helpful to divide the functions BOCs will perform for CLECs under the 1996 Act into
five primary categories: pre-ordering, ordering. provisioning, maintenance and repair, and billing
functions. These categories describe the spectrum of functions through which CLECs acquire new
customers, maintain facilities for them, and bill them. Within each category, performance measures
identify the cycle time and reliability of each function. Performance parity is achieved if CLEC
resale customers enjoy cycle time and reliability of functions equivalent to that experienced by the
BOC’s customers or its affiliates’ customers. Performance adequacy is achieved if, for example,
through the provision of network elements, CLECs are afforded a meaningful opportunity to
compete.

38. Pre-ordering describes the initial process of a CLEC or BOC customer service
representative obtaining information to place an order for new. additional. or changed service. Pre-
order cycle-time performance measures generally refer to the reliability and response times of
operations support systems (OSSs) that allow the representative to complete the service order with
the customer on the line. Pre-order reliability performance measures refer to the accuracy and
completeness of the data received. These pre-ordering functions are generally visible to the end user.

39. Orderingdescribes the process of the service representative transmitting the service order
into the BOC’s OSSs for facility assignment. database updates, switch updates, and dispatch of a
technician, if required. For a CLEC, this includes successfully moving the service order across an
agreed-upon interface into the BOC’s OSSs. Ordering cycle-time performance measures refer to
BOC response times for notices of order confirmation. jeopardy, or rejection. Ordering reliability
performance measures refer to the accuracy and completeness of these notices, as well as the
percentage of rejected orders. Ordering performance measures also address the percentage of service
orders that “flow-through” from a service representative to completion if no technician dispatch is
required or to the point of dispatch if dispatch is required. OSS availability and BOC service center
answer time performance measures may also be considered to be part of the ordering process.

Ordering is generally transparent to end users.
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